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In Brief  
The S&P-500 Index declined 5% in January. The correction was across all sectors except for 
energy, which posted a gain of 19%. Consumer discretionary scored the worst down 9.7%, followed 
by real estate, which was down by 8.5%. 
The intense market correction, which peaked at 9% on January 27, was fueled by the pandemic 
and reached an oversold level last seen in March 2020.  
The current environment is still a product of a unique historical circumstance: an economy and a 
market ravaged by a raging pandemic, only jolted back by central bank and government stimulus 
of unprecedented size. In fact, the brisk rebound in the economy has been turbocharged at a time 
when the supply side is still struggling to get back to normal causing consumer prices to jump 7% 
at the fastest rate in almost 40 years. Once these post-pandemic bottlenecks dissolve, inflation 
should go down as already indicated by lower inflation expectations. 
The Federal Reserve Bank is expected to raise interest rates six times over the next 24 months 
and complete their tightening campaign below 1.75% by the end of 2023, according to Bloomberg 
data. This would be a very normal Fed funds rate, well below the range of 2.25% to 2.5% in Q4 
of 2018, a period of far worse turbulence in the market. Once the Fed’s path to reach this goal 
becomes clearer the markets will calm down.  
The economy grew by 7% in Q4 and is on a strong footing. It would take another exogenous shock, 
like a pandemic or some type of geopolitical situation, to disrupt the trajectory of the economy. 
The consensus is that the economy will slow down, averaging 3.5% for the year once the post-
pandemic bottlenecks dissolve. 
The market is likely to find support from the financial health of corporate America. The S&P-500 
Index is reporting earnings growth of more than 20% for the fourth straight quarter, and earnings 
growth of more than 40% for the full year, which are a combination of higher earnings for 2021 
and an easier comparison to pandemic driven weaker earnings for some industries in 2020.  
Given concerns about inflation, net profit margins of 81% of the companies in the S&P-500 which 
reported net profit margins for Q4 2021 are 12%, slightly below last quarter’s 12.8%, but above 
the 5 year average of 11%. Many S&P-500 corporations, especially the larger ones, have robust 
balance sheets with cash and short-term securities of $2.6 trillion, as of Q3, according to Bloomberg 
Intelligence.  
Furthermore, the ratio of net debt to yearly earnings before interest, taxes, depreciation and 
amortization was barely above one at the end of 2021, a record low (it was at 4.25 in 2007 before 
the global financial crisis and 3.88 in 1999, before the dot-com bubble). This is likely to support 
the market in two ways. There is plenty of cash for buybacks of their own shares if stock prices 
were to fall too much, and, secondly, corporations with plenty of cash, with zero returns, and 
borrowing power, are likely to purchase attractive businesses, such as Microsoft buying Activision 
Blizzard, Inc.  
In our opinion, a low ceiling for Fed interest rate increases, robust corporate earnings expectations 
and a strong labor market should bode well for the equity market his year. 
 

 


